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CPE Protocol


Certified Public Expenditures incurred in Providing services to Medicaid and Uninsured Patients

The Washington State Department of Social and Health Services uses the CMS 2552-96 cost report for its Medicaid program and all Washington State hospitals must submit this cost report each year.  The Department will use the protocol outlined below to determine the allowable Medicaid and Uncompensated Care costs to be certified as public expenditures.  The State Plan Year is the State Fiscal Year; the annual period from July 1 through June 30.
Summary of Medicare 2552-96 Cost Report and Step-Down Process

Worksheet A 

The hospital's trial balance of total expenditures, by cost center. The primary groupings of cost centers are:

(i) overhead;

(ii) routine;

(iii) ancillary;

(iv) outpatient;

(v) other reimbursable; and
(vi) non-reimbursable.

Worksheet A also includes A-6 reclassifications (moving cost from one cost center to another) and A-8 adjustments (which can be increasing or decreasing adjustments to cost centers).  Reclassifications and adjustments are made in accordance with Medicare reimbursement principles.

Worksheet B

Allocates overhead (originally identified as General Service Cost Centers, lines 1-24 of Worksheet A) to all other cost centers, including the non-reimbursable costs identified in lines 96 through 100. 

Worksheet C

Computation of the cost-to-charge ratio for each cost center.  The total cost for each cost center is derived from Worksheet B, after the overhead allocation.  The total charge for each cost center is determined from the provider's records.  The cost-to-charge ratios are used in the Worksheet D series. 

Worksheet D 

This series is where the total costs from Worksheet B are apportioned to different payer programs.  Apportionment is the process by which a cost center's total cost is allocated to a specific payer or program or service type.  For example, an apportionment is used to arrive at Medicare hospital inpatient routine and ancillary cost and Medicare hospital outpatient cost, etc.

NOTES:

(i) For purposes of utilizing the Medicare 2552-96 cost report to determine Medicaid reimbursements described in the subsequent instructions, the following terms are defined:

The term “finalized” refers to the cost report that is settled by the Medicare fiscal intermediary with the issuance of a Notice of Program Reimbursement.

The term “filed” refers to the cost report that is submitted by the hospital to the Medicare fiscal intermediary and is normally due 5 months after the end of the cost reporting period.

Any revision to the finalized Medicare 2552-96 cost report as a result of Medicare appeals or reopening will be incorporated into the final determination.
Certified Public Expenditures – Determination of Allowable Medicaid Hospital Costs

To determine a governmentally-operated hospital’s allowable Medicaid costs and associated Medicaid reimbursements when such costs are funded by a State through the certified public expenditure (CPE) process, the following steps must be taken to ensure Federal financial participation (FFP):
Interim Medicaid Inpatient Hospital Payment Rate
The purpose of an interim Medicaid inpatient hospital payment rate is to provide an interim payment that will approximate the Medicaid inpatient hospital costs eligible for Federal financial participation claimed through the CPE process.  This computation of establishing interim Medicaid inpatient hospital payment funded by CPEs must be performed on an annual basis and in a manner consistent with the instructions below.

1. The process of determining the allowable Medicaid inpatient hospital costs eligible for FFP begins with the use of each governmentally-operated hospital's most recently filed Medicare 2552-96 cost report. 

2. To determine the interim Medicaid payment rate, the State should use the most recently filed Medicare 2552-96 cost report and determine an overall Ratio of Costs to Charges (RCC) rate for routine and ancillary services.  

The specifics follow:

DETERMINE RCC COSTS – FIRST STEP

Step 1:  Compute costs by using HCFA Worksheet C, Part 1 – Computation of Costs to Charges, Column 1
a) Plus, line 103, subtotal

b) Minus, line 34, skilled nursing facility costs

c) Minus, line 35, intermediate care facility costs

d) Minus, line 36, other long-term care costs

e) Minus, line 63.50, rural health center costs

f) Minus, line 63.51, rural health center costs

g) Plus, line 95, wks B, Part 1, Col. 26, direct medical education costs

h) Deduct other non-hospital costs including Home Health Agency, Comprehensive Outpatient Rehabilitation Facility, Ambulatory Surgery Center, and hospice costs

i) Deduct FQHC costs on line 63.60

j) Plus Organ Acquisition Costs from Schedule B, Part 1

Results = Total Adjusted RCC Costs
RCC REVENUES – STEPS TWO AND THREE

Step 2:  Compute revenues by using HCFA Worksheet G-2, Column 3, Statement of Patient Revenues and Operating     Expenses, and wks B-1.

a) Plus, line 25, total patient revenue (less organ acquisition revenue)

b) Minus, line 6, skilled nursing facility revenue

c) Minus, line 7, intermediate care facility revenue

d) Minus, line 8, long-term care revenue

e) Minus, line 18.50, rural health center revenue

f) Minus, line 18.51, rural health center revenue

g) Minus, line 19, home health agency revenue

h) Minus, line 21, CORF revenue

i) Minus, line 22, ASC revenue

j) Minus, line 23, hospice revenue

k) Minus, line 24, non-allowable revenue

l) Minus, wks B-1, non-allowable cost center patient revenue included in line 25 above

m) Minus, FQHC revenue

n) Plus organ acquisition revenue if it is not included in line 25

Step 3:  Provider Based Physicians (HBP) Adjustments.

a) Deduct Provider Based Physician Revenue if included in worksheet G-2, column 3, line 25, total patient revenue.
Subtract the results from Step 3 from the results of Step 2 to arrive at the Total Adjusted RCC revenue.

Step 4:  Divide Total Adjusted Cost by Total Adjusted Revenue

RESULTS OF STEP 4 IS THE HOSPITAL’S RCC-Revenue
Compare the RCC computed above with the following RCC 

DETERMINE RCC COSTS – FIRST STEP

Step 1:  Compute costs by using HCFA Worksheet C, Part 1 – Computation of Costs to Charges, Column 1
a) Plus, line 103, subtotal

b) Minus, line 34, skilled nursing facility costs

c) Minus, line 35, intermediate care facility costs

d) Minus, line 36, other long-term care costs

e) Minus, line 63.50, rural health center costs

f) Minus, line 63.51, rural health center costs

g) Plus, line 95, wks B, Part 1, Col. 26, direct medical education costs

h) Deduct other non-hospital costs including Home Health Agency, Comprehensive Outpatient Rehabilitation Facility, Ambulatory Surgery Center, and hospice costs

i) Deduct FQHC costs on line 63.60

j) Plus Organ Acquisition Costs from Schedule B, Part 1
Results = Total Adjusted RCC Costs
RCC CHARGES – STEP TWO 

Step 2:  Compute charges by using HCFA Worksheet C, Part 1, Computation of Costs to Charges     

a) Plus, line 103, col. 8 total charges

b) Minus, lines 34-36, nursing facility charges

c) Minus, lines 63.50, rural health center charges

d) Minus, lines 63.51, rural health center charges

e) Plus organ acquisition revenue

f) Minus any other charges related to non-hospital service cost centers included in line 103 above
Results = Total Adjusted Charges

Step 3:  Divide Total Adjusted Cost by Total Adjusted Charges
RESULTS OF STEP 3 IS THE HOSPITAL’S RCC-Charges
The lower RCC determined by the two methods (Revenues or Charges) is the RCC used for the hospital.

The lower RCC rate calculated above is then applied to Title XIX inpatient claims, including Rehabilitation and Psychiatric claims, as they are submitted by the hospitals for payment.  The cost for the claim is determined by multiplying the covered charges by the RCC rate.  Third party and client responsibility payments are deducted from the cost to determine the reimbursement amount.   The federal share of the reimbursement amount is then paid to the hospital for the claim. 
 Interim Reconciliation of Interim Medicaid Inpatient Hospital Payment Rate

Each governmentally-operated hospital's interim payments will be reconciled to its Medicare 2552-96 cost report as filed to the fiscal intermediary (FI) for purposes of Medicare reimbursement for the respective cost reporting period.  

The State will adjust the cost used in the Worksheet C computation of each cost center's cost-to-charge ratio by adding back allowable interns and residents costs to the appropriate cost centers.

An updated RCC will be calculated based on the as filed cost report using the same methodology described on pages 2 and 3 of this protocol. The updated RCC will be applied to the service year covered Title XIX inpatient fee-for-service charges in the MMIS system to calculate costs incurred during the service year.  Third party and client responsibility payments are deducted from the cost to determine the certifiable amount.  The Department will compare the Medicaid CPEs as calculated from the as filed CMS 2552-96 cost report.  Any difference to the reimbursement amount will be recorded as an adjustment on the CMS 64 report.

Final Reconciliation of Interim Medicaid Inpatient Hospital Payment Rate

Each governmentally-operated hospital's interim payments and interim adjustments will also be subsequently reconciled to its Medicare 2552-96 cost report as finalized by the fiscal intermediary (FI) for purposes of Medicare reimbursement for the respective cost reporting period.

The State will adjust the cost used in the Worksheet C computation of each cost center's cost-to-charge ratio by adding back allowable interns and residents costs to the appropriate cost centers.

The hospitals will use CMS 2552-96 Worksheet D series or substitute CMS-approved schedules that mirror the Worksheet D series to arrive at Title XIX inpatient hospital cost.  Worksheet D series include 1) computing a per diem for each routine cost center and applying the applicable Medicaid inpatient hospital days for that cost center to the per diem amount; 2) applying Worksheet C cost center-specific cost-to-charge ratios to the applicable Medicaid inpatient hospital charges for each ancillary cost center; 3) computing organ-specific costs per organ and multiplying by the respective number of  organs transplanted.  Use of Worksheet D series also includes the application of all Medicare cost report adjustments (including swing bed and private room differential adjustments) unless expressly excepted for Medicaid.  The Title XIX days and charges should only pertain to covered Title XIX fee-for-service acute, rehabilitation, and psychiatric inpatient hospital services and should be derived from the State's Medicaid Management Information System (MMIS).  The Department will compare the interim CPEs with the final CPEs, and any difference will be an adjustment on the CMS 64 report.  Third party and client responsibility payments are deducted from the cost to determine the certifiable amount.

Specific requirements for Medicaid Inpatient Rate Reconciliations for period 7/1/05-12/31/05
For interim and final reconciliations of Medicaid inpatient hospital services, payments will be reconciled to hospital fiscal year (HFY) cost reports. Worksheet D or its CMS-approved substitute will be prepared for all cost reporting periods and reconciliations beginning with interim reconciliation of claims made for services in SFY2006 (7/1/05-6/30/06).  For HFYs ending 12/31/05, Worksheet D or its CMS-approved substitute will be used to capture Medicaid inpatient services for the six-month period of 7/1/05-12/31/05 only.  The reconciliations for this six-month time period will be performed by matching the payments for Medicaid inpatient hospital costs computed based on the cost report of 1/1/2005-12/31/2005 but for services from 7/1/2005-12/31/2005.  Both interim and final reconciliations will be required as described in the previous sections.  All other interim and final reconciliations will be based on a full 12-months’ services, costs and payments based on HFY reporting periods.
Certified Public Expenditures – Determination of Allowable DSH Costs
To determine a governmentally-operated hospital’s allowable uncompensated care costs eligible for disproportionate share hospital (DSH) reimbursement when such costs are funded by a State through the certified public expenditure (CPE) process, the following steps must be taken to ensure Federal financial participation:

Disproportionate Share Hospital (DSH) Payment 

The purpose of an interim DSH payment is to provide an interim payment that will approximate the Medicaid and uninsured inpatient hospital and outpatient hospital uncompensated care (“shortfall”) eligible for Federal financial participation claimed through the CPE process.  This computation of establishing interim DSH payment funded by CPEs must be performed on an annual basis and in a manner consistent with the instructions below.

The DSH limit is estimated using charge and payment data from a base year, two years prior.  Uncompensated care will include the cost of providing care to uninsured patients; the cost of care for state-only programs; the difference between the cost of care and payments received for Medicaid managed care services; and the difference between the cost of care and payments for Medicaid outpatient services.  Medicaid inpatient payments are made at full cost so there is no uncompensated Medicaid inpatient care.

The costs of care for the services provided are determined by the actual claims data in MMIS and additional auditable information provided by the hospitals on their DSH applications for the Medicaid managed care and the uninsured clients.   The State pulls claims data for SFY04 for payments to be made in SFY06 and uses the hospital-provided supplemental data for managed care and uncompensated care for the hospital fiscal year 2004.  The State pulls claims data for SFY05 for payments to be made in SFY07 and uses the hospital-provided supplemental data for managed care and uncompensated care for the hospital fiscal year 2005.  The survey information for managed care and uncompensated care provided on the DSH application will be used to determine interim DSH payments only for SFY2006 and SFY2007.   To determine interim DSH payments for SFY2008 forward, the cost report period ending two years prior (e.g. 2006 for SFY2008 payments) will be used to collect charges on Worksheet D or the CMS-approved equivalent.
The hospitals in the CPE program will complete CMS 2552-96 Schedule Ds, or substitute CMS-approved schedules that mirror the Schedule D series, for Medicaid fee for service, Medicaid Managed Care, and the Uninsured patients, beginning with the hospital fiscal year ending in State Fiscal Year (SFY) 2006.  The SFY2006 Schedule Ds, or CMS-approved substitute schedules, will be used to estimate DSH payments for SFY2008.  Prior to this, for interim DSH payment setting, the hospitals’ Medicaid Managed Care and Uninsured charges will be derived from hospital-provided supplemental data on submitted DSH applications. 

Costs are estimated by multiplying the RCC rate times the allowed patient charges in MMIS as well as the charges provided by the hospitals on supplemental schedules for Medicaid managed care and the uninsured clients.  Only charges related to inpatient and outpatient hospital services using Medicaid principles are allowed in the DSH computation.  The RCC rate is determined from the most recent filed Medicare cost report, as described on pages 2 and 3 of this protocol.  The same RCC rate is used for computing inpatient and outpatient costs since it is an overall RCC rate.  Uninsured individuals are individuals with no source of third party coverage for the inpatient hospital and outpatient hospital services they receive.

All Medicaid managed care payments, Medicaid outpatient payments, supplemental Medicaid payments other than DSH, and any payments made by or on behalf of the uninsured for such services (excluding State-only program payments), must be offset against the computed cost described above to arrive at the certifiable DSH expenditure.  Under the CPE methodology, a hospital may receive DSH payments up to the certifiable DSH expenditure.
The charges and payments will be trended to current year based on Market Basket update factor(s), state forecasts or other hospital-related indices as approved by CMS.  
Interim DSH payments can be made based on the certifiable DSH expenditure computed above.  The interim payments can be on a quarterly or other periodic basis.

Interim Reconciliation of Interim DSH Payment Rate

Each governmentally-operated hospital's interim DSH payments will be reconciled based on its Medicare 2552-96 cost report as filed to the fiscal intermediary (FI) for purposes of Medicare reimbursement for the respective cost reporting period.

The same RCC computed from the as filed cost report for  the Medicaid interim inpatient payment reconciliation  will be applied to the outpatient Medicaid Charges from MMIS and the auditable charge information provided by the hospitals for  Medicaid Managed care and Uninsured clients to determine costs allowable for DSH.  The data used must correspond to the same period as the cost report.  Only charges related to inpatient and outpatient hospital services using Medicaid principles are allowed in the DSH calculation.  Beginning with the hospital fiscal year ending in SFY2006, the hospitals in the CPE program will complete CMS 2552-96 Worksheet D series, or CMS- approved schedules that mirror the Schedule D series, for Medicaid fee for service, Medicaid Managed Care, and the Uninsured patients.  An audit factor may be applied as necessary.  All Medicaid managed care payments, Medicaid outpatient payments, Supplemental Medicaid payments other than DSH, and any payments made by or on behalf of the uninsured for such services (excluding State-only programs), must be offset against the computed cost from above to arrive at the certifiable DSH expenditure.  For the hospital cost report period ending 12/31/05, the Worksheet D series is required only for the period 7/1/05-12/31/05.  
Any difference between the calculation above and the interim DSH payments will be an adjustment on the CMS 64 report.

Final Reconciliation of Interim DSH Payment Rate

Each governmentally-operated hospital's interim DSH payments (and any interim adjustments) will subsequently be reconciled based on its Medicare 2552-96 cost report as finalized by the fiscal intermediary (FI) for purposes of Medicare reimbursement for the respective cost reporting period.

In computing the Medicaid managed care shortfall, Medicaid outpatient shortfall and the uninsured hospital inpatient and outpatient cost based on the finalized Medicare 2552-96 cost report, the Department will use the same cost center based RCCs from Worksheet C that are used for the final reconciliation of the Medicaid Inpatient Hospital Rate, having been adjusted by adding back the allowable interns and residents costs for Medicaid.

Beginning with the hospital fiscal year ending in SFY2006, the hospitals in the CPE program will use CMS 2552-96 Worksheet D series, or CMS-approved schedules that mirror the Worksheet D series, to arrive at the hospital's uncompensated care hospital cost.  For the hospital cost report period ending 12/31/05, the Worksheet D series is required only for the period 7/1/05-12/31/05.  Worksheet D series include 1) computing a per diem for each routine cost center and applying the applicable uninsured and Medicaid managed care hospital patient days for that cost center to the per diem amount; 2) applying Worksheet C cost center-specific cost-to-charge ratios to the applicable uninsured, Medicaid managed care, and Medicaid outpatient hospital charges for each ancillary cost center; 3) computing organ-specific costs per organ and multiplying by the respective number of organs transplanted.  Use of Worksheet D series also includes the application of all Medicare cost report adjustments (including swing bed and private room differential adjustments) unless expressly excepted for Medicaid.  The days and charges used should only pertain to hospital services allowable for DSH and should be derived from the State's MMIS and other auditable hospital records.  This should include data that wasn’t mature at the time the as filed cost report was completed.

Any applicable Medicaid managed care payments, Medicaid outpatient payments, Medicaid Supplemental payments other than DSH payments, and any payments made by or on behalf of the uninsured for such services (excluding State-only program payments) must be offset against the computed cost to arrive at the final DSH reconciliation.

Uncompensated care for the service year will be compared to uncompensated care used in the DSH limit calculation.  Any difference will be an adjustment on the CMS 64 report.

Specific Requirements for DSH Reconciliation in instances where the hospital cost reporting period differs from the State Fiscal Year.
In instances where the hospital cost reporting period differs from the State Fiscal Year,

the State must allocate the costs from two cost report periods based on the number of months applicable to the SFY in each of the cost report periods.  To do so, the State must simply capture the actual outpatient Medicaid, Medicaid managed care, and uninsured days and charges for the hospital's own cost reporting period, compute the whole cost reporting period's uncompensated care cost, and then allocate that cost into the State Plan rate year using the number of months as an allocation basis.   For example, for a hospital period ending 12/31/2006, the UCC cost and days/charges from that hospital cost reporting period cover half of SFY 2006 and half of SFY 2007.  So to fulfill reconciliation requirements, the hospital will need to split the UCC cost from that hospital cost reporting period in half to match the DSH payments for SFY 2006 and SFY 2007.  The hospital/State would run MMIS reports and also capture managed care and uninsured days/charges for services furnished 1/1/2006-12/31/2006 to compute a full year's UCC, and then divide that UCC in half and apply six months UCC costs to match DSH payments to.   The result will be that each for SFY, DSH payments will be matched to six months (50%) of UCC costs from two different HFYs.  The State must ensure that total costs claimed in the two State Plan Rate years related to that division of HFY cost equal no more than the total cost justified on the HFY cost report.  For the cost report period 1/1/05-12/31/05, a Schedule D or its CMS-approved substitute must be prepared only for the period 7/1/05-12/31/05.
NOTES:

(i) All disproportionate share hospital (DSH) payments, funded through certified public expenditures or otherwise, are subject to the State’s aggregate DSH allotment.

(ii) Based on the State’s proposal to certify total Medicaid inpatient hospital costs, there won’t be any Medicaid inpatient hospital cost “shortfall” for purposes of the hospital-specific DSH limits.
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